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Appendix A10 

Details of the Ricardian Numerical Example 

The general equation for a linear function is y = aX + b where "a" is the slope 
(AY/AX) and "b" is the y intercept on the vertical axis. Let W = quantity of wheat 
consumed and C = quantity of cloth consumed. The U . S . consumption-possibilities curve 
can be expressed as: 

(1) W = -[(P c /P„)C] * 12,000,000 
where P c = price of cloth and P w = price of wheat. 

If the U.S. is in autarky, we know that P c /Pw = .6. If the U.S. trades freely 
with the world (the U.K.), then P c /P w = world terms of trade. In the former case, 
the consumption-possibilities curve is identical to the production-possibilities 
curve. In the latter case, the consumption-possibilities curve will be flatter than 
the production-possibilities curve but will have the same vertical intercept. 1 

Our demand assumption is that: 

(2) P» W = P e C 

Plug equation (2) into equation (1) and you will obtain: 

(3) W = -[(W/C)C] + 12,000,000 

or 2W = 12,000,000 

or W = 6, 000, 000 for any value of P c /3?w. Hence, you always consume half 
as much wheat as you could produce. If there is trade you export the rest. If there 
is autarky you produce what you consume. Either way you are half way down the 
consumption-possibilities curve. 

With knowledge of W, you can solve equation (1) for C given any value of P C /EV- 
If there is trade, any C will be imported. If there is autarky C will be produced 
domestically and P c /P w = .6. 

The student should be able to repeat this example for the U.K. 
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1 We know Pc/Pw will be between .6 and .25. And we know the U.S. will specialize complete in wheat. The 
former fact tells us that the slope is flatter; the latter tells us that the vertical intercepts are identical. 



U.S. and UK "Offer Curves' 



The UK offer curve (or "reciprocal demand curve") shows 
le tilt' is willing to exchange for wheat at various price ratios 
lows the amount of wheat the US is willing to exchange for cl 
itios. At Pc/Pw = .5, the two curves meet. Hence, at that prl 
id supplies of the two countries are -in harmony. 


